Background: In 1992, Medicare changed its method for calculating physician payments. The resulting fee schedules have contained low payments for anesthesiologists. Now, other third-party (insurance) payers are using these schedules. The financial impact on anesthesiologists if all payers pay Medicare rates is unknown.
ANESTHESIOLOGISTS commonly find that Medicare pays less than other healthcare insurers for a service. Most anesthesiologists offset these small payments from Medicare with larger payments from other third-party payers. However, insurance and managed-care companies now demand substantial discounts when contracting or paying for services. Some companies are adopting elements of the low-payment schedules used by Medicare. Even at-risk contracts may use the Medicare fee schedule as a framework for dividing funds. These changes by managed-care organizations could substantially reduce anesthesia practice revenues, because 98% of anesthesiologists have at least one managed-care contract, and anesthesiologists receive 49% of their revenue from managed-care companies. 1 Several healthcare payers have notified our academic anesthesia practice that they intend to follow Medicare rules and pay Medicare rates. These notices have come from a large in-state insurer, a federal employee insurer, and other multistate commercial payers. However, we also care for many patients with minimal or no insurance, so proposed expansions of the Medicare program to pay for various patient groups without insurance might provide additional revenues to compensate for reductions in payments from insured patients. (See, for instance, the call for Medicare coverage for displaced workers by President Clinton in his State of the Union Address of January 26, 1998, or the expansion of Medicare coverage to Americans aged 55-65 yr by Vice President Gore in his recent speeches.) Therefore, we sought to determine the overall effects on the revenue of our anesthesia practice if all third-party payers adopted Medicare rates and if all patients, including those with no insurance, paid the Medicare rates. We used data from a recent fiscal year to calculate the effects of these potential changes on the anesthesiology practice at West Virginia University.
Development and revisions of the Medicare fee schedule are changing payments differently among physician groups. From 1991 to 1997, Medicare payments to fam-ily and general practice physicians increased by 36%, whereas those to ophthalmologists and cardiothoracic surgeons decreased by 18 and 9%, respectively.
2 Therefore, we also compared the revenue effects of all thirdparty payers adopting Medicare rates for our anesthesia practice versus the affiliated internal medicine, general surgery, and radiology practices. These three departments represented the largest medical, surgical, and hospital-based practices at West Virginia University (WVU).
Materials and Methods
The setting for this study is WVU, where all anesthesiologists are members of an academic multispecialty practice. Twenty-two anesthesiologists at WVU account for approximately 6% of faculty physicians and 10% of group revenue. The department employs six nurse anesthetists. The hospital pays for 20 anesthesiology residents, and the residents in other departments. The business office of the multispecialty group practice contracts, bills, and collects for almost all physician services, including those of the Department of Anesthesiology. Approximately 220 payer contracts were in effect throughout 1998, with none containing capitation payments for professional anesthesiology services. WVU anesthesiologists derive approximately 90% of their revenue from surgical anesthesia, with the balance coming from critical care, pain management, and consult services.
Anesthesia charges at WVU are calculated using the base, time, and modifier units described in the annual Relative Value Guide of the American Society of Anesthesiologists (ASA-RVG). 3 Some contracts between the WVU anesthesiology group and a healthcare payer use other methods for calculating payments; however, these payers require the information contained in billing by the Relative Value Guide of the American Society of Anesthesiologists guidelines. Therefore, this information is available in the WVU financial database for all professional anesthesia charges. In addition, the billing software allows each anesthesia charge, the charge components, and nearly each payment to be associated with a specific clinical procedural terminology (CPT) code. The base and time relative value units (RVU) of anesthesia charges could be summed within each CPT group and subdivided by payer class for the 1998 fiscal year.
All charges and most payments for the professional services of WVU anesthesiologists during the 1998 WVU fiscal year (July 1, 1997 through June 30, 1998) were entered into the IDX (Burlington, VT) billing system used by the practice group, stored in its database, and included in this study. Payments excluded from this study were from individuals made subsequently to thirdparty or initial payments, and those involving legal actions, because the posting methods for these payments did not permit easy direct association with CPT codes. Charges and payments were sorted first by payer to determine the relative importance of each payer. Three payer categories were recognized: Medicare, non-Medicare, and uninsured. "Non-Medicare" included patients with Medicaid, workers compensation, and third-party coverage other than Medicare. "Uninsured" included patients without insurance or other contracted coverage. Charges and payments were also sorted by the CPT code for the anesthesia procedure or service charged. Each CPT group was evaluated to determine the average payment from Medicare versus other third-party payers. The 30 largest CPT groups, by charge, were selected for special evaluation.
Payments were recalculated in all CPT groups used by the Department of Anesthesiology, for both non-Medicare and uninsured payers, using the Medicare formulas and fee schedules. Base and time relative value units for each charge were obtained from the billing system database, summed, and then multiplied by a conversion factor to determine the allowable Medicare charge. The 1998 West Virginia Medicare conversion factor of $15.97 was used for all calculations. No modifier units (sometimes labeled additional time units) were used because Medicare does not reimburse for them. For non-unitbased charges (e.g., some pain management, critical care, and consult services), the number of charges in each CPT category was multiplied by the charge that Medicare allowed for WVU during 1998. We assumed that no payments would be received in four CPT groups that the 1998 Medicare fee schedule did not list. To project payments from non-Medicare payers using Medicare rates, it was also assumed that 100% of Medicare allowable charges would be paid; i.e., that no 80/20 split between the payer and the patient would occur. The sums for the relative value units and non-relative value units-based payments were added to produce grand totals. Actual total payments for all professional services were compared with projected total payments if nonMedicare payers paid Medicare allowable charges and if non-Medicare payers and uninsured patients paid Medicare allowable charges.
To compare the financial effects on anesthesiologists versus other physician groups if all payers use the Medicare fee schedule, the largest surgical, nonsurgical, and hospital-based specialties at WVU were selected for eval-uation. Approvals for unrestricted access to the financial databases of the Departments of General Surgery, Internal Medicine, and Radiology were obtained. All services charged in the Department of Anesthesiology and these three affiliated departments for the 1998 fiscal year were grouped by CPT code and further identified by major payer. The percent activities contributed by Medicare to the total charges and payments within each department were evaluated to determine the relative importance of this payer group. For further analysis, all charges not involving a third-party payer (i.e., patients without insurance) were excluded. Special billing categories, with identified third-party payers, such as Worker's Compensation, Veteran's Affairs, or payments in litigation were included. The number of services in each CPT group for each specialty department was then multiplied by the 1998 Medicare payment for that service. A payment of 100% (i.e., no 80/20 split of the Medicare allowed charge) was assumed. The time-based anesthesia procedure payments were again calculated as the sum of base plus time relative value units in each CPT group multiplied by the 1998 conversion factor. The total payments calculated for each department were then compared with the actual charges and payments for the fiscal year, less those associated with indigent patients.
Results
Total charges for anesthesiology services during fiscal year 1998 were $15,675,165. The division of charges among Medicare, non-Medicare, and uninsured is shown in figure 1A . Total payments were $6,837,249, with 229 separately contracted third-party payers making payments. The division of total payments among Medicare, non-Medicare, and uninsured is shown in figure 1B . Overall, Medicare represented a smaller percentage of payments than charges.
Anesthesiology charges were made in 1998 using 306 CPT codes. The average payment from non-Medicare third-party payers exceeded the payments from Medicare in each CPT group. Details for the largest CPT groups by charges are listed in table 1. Charges in these 30 CPT code groups accounted for $5,577,708. For all other CPT groups, payments from third-party payers averaged more than twice as much as from Medicare: $191 versus $86.
Among total payments for anesthesiology services, 88% (or $6,027,874) could be directly related to a CPT code and therefore recalculated. An evaluation of some payments not labeled with a CPT code showed that they appeared among all payer groups in approximate proportion to the size of that group. The recalculation of payments using Medicare methodology showed that if all third-party payers paid Medicare allowable charges, these payments would decrease to $4,175,827, a reduction of 31% in total department collections. If non-Medicare payers and patients without insurance both paid Medicare allowable charges, total collections would decrease to $4,777,656, a reduction of 21% in total payments. Table 2 shows the financial influence of these potential changes in payment rates as the percent reductions from actual receipts of the WVU anesthesia practice group.
Total 1998 charges, after removing uninsured accounts, for the Departments of Medicine, Surgery, Radiology, and Anesthesiology were $19,115,261, $14,774,926, $13,739,330, and $13,734,755, respectively. Uninsured charges represented 13.3, 12.0, 14.8, and 12.4%, respectively, of total charges before their removal. Medicare activity also varied, representing 43.3, 43.3, 31.7, and 32.4% of total charges, respectively. Table 3 shows the percent of total charges and payments represented by Medicare within each department in the common scenario (used for comparing the four departments) of only including patient accounts with third-party payers. Table 4 shows the actual payments and the payments after adjusting nonMedicare accounts to Medicare rates for the four practices. The percent reductions in payments as a result of the Medicare rate adjustments are shown in the final column of table 4.
Discussion
Congress established the Medicare program in 1965 with the addition of Title XVIII to the Social Security Act. 4 This program makes payments to healthcare providers, including anesthesiologists, for their professional services to eligible elderly and disabled patients. The Medicare program has undergone many modifications of its original payment policies, and, since January 1992, has used a fee schedule for physician services. Section 1848 of the Act requires that payments be based on the resources used in furnishing a service. 4 The resource basis of the Medicare fee schedule originated with assessments of the total work performed by physicians for each service; costs of practice, including malpractice premiums; and the costs of specialty training. 5 The relative value units now used by Medicare are derived from physician work, practice expense, and malpractice premium components. They are adjusted by geographic practice cost indices. Multiplying the total relative value units by a dollar conversion factor then determines the maximum allowed charges and payments for each CPT- coded procedure or service. Anesthesiaesia payments are calculated using unique conversion factors that vary across localities. Medicare pays physicians 80% of the allowed charge (fee schedule) for covered services in excess of an annual deductible of $100. The Medicare program has financial effects beyond low payments. It limits the maximal charges of physicians to Medicare beneficiaries, even if the physicians do not accept payments directly from Medicare, and it specifies how services must be delivered and documented to qualify for payments. Managed-care organizations, which insure Medicare beneficiaries, must also follow Medicare regulations. Medicare is the single largest source of payment for medical care in the United States, which includes anesthesia services. In 1998 Medicare expended $231 billion.
The Medicare work components were derived from limited data. Hsiao et al. 6 and the team that developed the resource-based relative value scale, used only 82 cross-specialty links among 18 specialties. Three direct links between anesthesia and other specialty services were established, and when these linked work values were extrapolated multiple times to include all CPTcoded services, many anesthesiologists perceived that they had become undervalued. This physician work component is very important because it contributes 72% to the anesthesia conversion factor and may become even more important if the practice expense component is reduced in the future. Analyses commissioned by the American Society of Anesthesiaesiologists have documented the undervaluation of the work of anesthesiologists. 7 After reviewing these studies, especially one that assessed the relative work intensity of physicians certified by both the American Board of Anesthesiaesiologists and the American Board of Internal Medicine or similar specialty board, the Health Care Financing Administration agreed in January 1997 to a 23% increase in the anesthesia work component. 8 However, many anesthesiologists believe their professional services are disproportionally undervalued. 9 Hsiao et al. 10 have stated that the Medicare fee schedule yields too little net income to physicians and was incorrectly legislated, but they did not specifically include anesthesiologists in postimplementation studies. The services of anesthesiologists often are ignored in comparative studies because anesthesia fees, constructed with time units, differ from all other physician fee methodologies. The Medicare fee schedules published in the fall of 1998 and of 1999, for calendar years 1999 and 2000, again renewed the existing fee methodologies and included respective overall increases of only 2.2 and 3.1%.
Insurance companies and managed-care organizations desiring to reduce payments for physician services are motivated to adopt Medicare rates, which average 69% of commercial insurance rates across all specialties, but only 32% for anesthesiologists.
11 In addition to low payment rates, payers may be motivated to adopt them because of the clout of Medicare as the insurer with the largest number of insured, its widespread public acceptance, and its administrative capabilities. Newsletters of the Anesthesiaesia Administration Assembly of the Medical Group Management Association and the American Society of Anesthesiaesiologists have noted the increasing interest in Medicare rates. Consistent with this national trend, some managed-care groups have notified our anesthesiology practice that they will pay the Medicare rate, also called the allowed charge. Therefore, we undertook this study to foresee the financial influence of further adoption of Medicare payment rates. We calculated a reduction of 31% in total anesthesiology collections, if all non-Medicare third-party payers paid Medicare allowed charges, and a 21% reduction, if Medicare allowed charges were also received for uninsured patients. These reductions would range between $1.3 and $1.9 million for our group of 22 anesthesiologists.
The gap between charges and payments is greater for Medicare than for other payers. In addition, Medicare rates for anesthesiologists are disproportionately less than for other specialties. We projected that total payments to the Departments of Medicine, Surgery, and Radiology at WVU would decrease by 13, 22, and 26%, respectively, compared with 37% for our the Department of Anesthesiaesiology, using the common scenario of considering only patients with third-party coverage. This analysis excluded payments from patients themselves and may represent the maximal financial influence if all payers adopt Medicare rates.
The extent to which the projected reductions in this study would apply to anesthesiologists at other institutions is unknown. The diversity, intensity, and community services of the anesthesiology practice at WVU are typical of a teaching hospital and similar to those at tertiary-care institutions. Although primary care physicians at WVU receive 5-30% of their revenue through capitation payments, the anesthesiology practice receives no capitation fees and provides relatively few anesthetics per global fee contracts. Also, the Medicaid program in West Virginia generally pays more than does Medicare, so anesthesiologists practicing in states with very low Medicaid payments and treating a large number of Medicaid patients might benefit if their Medicaid programs adopted Medicare rates.
The projections in this study represent what would happen with the further adoption of Medicare rates. The CPT grouping methodology used should allow the most accurate recalculation of expected anesthesia payments using Medicare rates because the Medicare fee schedule uses a dollar conversion factor of summed base and time relative value units for each CPT code. However, the study includes numerous simplifications that could affect the magnitude of the projections. The analysis includes charges made and payments received in the fiscal year 1998, but the charges and payments are not directly linked because some payments were received for anesthetics administered before the start of the year, and some payments for anesthetics administered during 1998 will not be received until later years. Up to 12% of payments were excluded from the analysis because special circumstances associated with their posting did not allow a direct association with a CPT code. Finally, the calculations assumed full payments of the Medicare allowed charges, which does not usually occur.
This study projects substantial decreases in total payments to an academic anesthesiology group from the adoption of Medicare rates by other payers. If all thirdparty payers paid Medicare rates this decrease would range from 21 to 37%, depending on payment policies for uninsured patients. Payments to anesthesiologists would decrease more than those to radiologists, general surgeons, or internists.
